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A CENTRAL MORTGAGE BANK 


INCE so much that is written on this subject is positive and constructive, 
S and contributes to the solution of difficult problems, we should perhaps 

apologize for a somewhat negative attitude in this report. As Frank H. 
Knight once said, “Let me say here that I feel like apologizing for the nega- 
tivistic and even complaining tone of my remarks so far -- for there is no 
transgression more unforgivable than refusing to be ‘optimistic,’ and ‘con- 
structive.’ . .. Atany rate, Ido wish to stress the importance of negative 
conclusions, particularly in relation to action, the advisability of not doing 
things that will make matters worse, and the fact that principles of economics 
do have in a high degree this unromantic sort of value.” 


Recently, there has been renewed support for a central mortgage bank. 
The idea originally goes back to the proposals in the thirties by the National 
Association of Real Estate Boards and others that led to the Federal National 
Mortgage Association and the Federal Home Loan Banks. One of the earliest 
of the new proposals for a central mortgage bank was made by Architectural 
Forum in August 1951. At that time they recommended that ownership of the 
Federal National Mortgage Association should be transferred to approved 
mortgagees. The mortgagees would own stock in the bank in the same way that 
member banks own stock in the Federal Reserve System and Federal savings 
and loan associations own stock in the Federal Home Loan Banks. The board 
of directors of such a central mortgage bank should represent Government, the 
public, and mortgage banking interests. This bank could then operate in the 
following manner: 


1. It should sell both long- afd short-term bonds for financial support and 
should not borrow from the Treasury. 

2. It should control interest rates on VA- and FHA-insured loans. 

3. It should buy mortgages when funds are short and sell mortgages when 
funds are in excess supply. 

4. It should be prepared to purchase mortgages originating in any part of 
the country, be it urban or rural. 

5. The Federal Reserve System could provide greater liquidity by per- 
mitting rediscounting of the bonds of the central mortgage bank. They cur- 
rently permit rediscounting of Gove: \ nent obligations and other prime quality 
short-term obligations. 











Thomas P. Coogan, President, Housing Securities, Inc., New York, New 
York, advanced another proposal for a central mortgage bank in December 
1958. He suggested that the bank should take over the portfolio of the Federal 
National Mortgage Association. It should be a Government corporation oper- 
ating without cost tc the Treasury, and those doing business with the corpora- 
tion should own one class of its stock. In addition to the functions listed ear- 
lier, he felt that a central mortgage bank should do the following: 


1. It should lend money on FHA and VA mortgages at some price less than 
the market price, for periods less than one year. 

2. It should issue firm advance commitments at set prices and fees as it 
may establish. 

3. It should advise the FHA and VA on the phases of their operations that 
affect the mortgage market. 


This year the National Association of Home Builders, the Mortgage Bank- 
ers Association, and the National Association of Real Estate Boards got togeth- 
er and submitted a much milder bill. They suggested the establishment of na- 
tional mortgage investment corporations. These would be “little Fannie Maes” 
supervised by the Federal National Mortgage Association. Instead of estab- 
lishing a new and separate central mortgage bank, they have suggested re- 
visions in the current structure and functions of the Federal National Mortgage 
Association (FNMA) that would alleviate the “chronic shortages in the supply of 
mortgage credit and excessive charges ... (that) have prevented us from 
making any substantial progress in meeting the housing needs of the people of 
moderate and lower incomes.” The modifications are as follows: 


1. Allow FNMA to make short-term loans (less than one year) on 90 per- 
cent of the unpaid principal of mortgages in their portfolio to lenders purchas- 
ing common stock in the Association to the extent of one-half of 1 percent of 
the amount borrowed. This is to meet the demand for liquidity currently filled 
by Government bonds or 91-day Treasury bills. If mortgages could be made 
more liquid, banks in small towns could more readily invest some of their 
funds in these instruments. 

2. Allow FNMA to sell securities up to ’5 times the amount of its capital. 
The current ratio is 10 to 1. The purpose of this amendment is, of course, to 
expand the borrowing capacity of the Federal National Mortgage Association so 
that it can expand its purchases of mortgages in the secondary mortgage mar- 
ket. . 

3. Instead of being a staff appointment of the Administrator of the Hous- 
ing and Home Finance Agency, the FNMA President should be appointed by the 
President of the United States for a term of six years by and with the consent 
of the Senate. He should also be chairman of the board of directors. The 
other directors (two) should be chosen in the same way for staggered terms of 
six years. 


The main idea flowing from all of these proposals is that the mortgage 
market needs a bank of last resort buying mortgages when there is a tight 
market and selling mortgages when there is an excess amount of mortgage 
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money »\llable. These actions, it is said, would tend to smooth out the flow 
of funds to the mortgage market and thus smooth out the home building cycle. 
Most propo:als seem to stick to the FHA- and VA-insured mortgage market. 


The Federa!] Reserve Board has done a relatively good job of smoothing the 
flow of credit. It raises interest rates by selling bonds when credit is expand- 
ing too fast, and it lowers interest rates by buying when credit is contracting 
too fast. It has in this way attempted to maintain a steady flow of credit to 
business. This includes the mortgage market because these policies influence 
the interest rates on mortgages after a period of time. 


The Federal Home Loan Banks were established to provide a reserve in 
times of stress for savings and loan associations. They make advances on 
home mortgages (conventional, VA-, or FHA-insured) for periods up to 10 
years to their members, all of whom own stock in the Home Loan Banks. In 
addition, they can and do sell obligations in the open market to finance these 
advances, thus attracting new money to the mortgage market. It is interesting 
to note that the years that large advances to members were greater than repay- 
ments from members were 1950, 1955, and 1959. During the biggest booms, 
they made most of their advances. This would seem to be the time when they 
should have been trying to dampen credit. After all, their purpose is to smooth 
the flow of funds into the mortgage market. This is a point that was well made 
by Miles Colean. Others proposing the central mortgage bank do not seem to 
have his insight. Under his proposal, he says, “Had there been in existence, 
throughout the past fifteen years, a secondary market instrumentality such as 
I have described, it would have acted pretty much as did the original FNMA 
during tue early part of that period, except perhaps on a broader scale, es- 
pecially in remote areas; but it would presumably have operated on a very re- 
stricted basis, if at all, during the postwar boom. While tempering the ex- 
tremes in interest charges during the depression, it would certainly not have 


lent itself to the support of a submarket rate during a period of heavy demand 
for mortgage funds. ” 


Others are not thinking in terms of leveling the booms and filling the de- 
pressions in the availability of credit. For example, Thomas P. Coogan, at 
times, seems to be thinking of maintaining the flow of mortgage credit at the 
level it was in 1955 and 1959, the peak years. He says, “Therefore, in addi- 
tion to the need for tapping new sources of funds for housing finance, means 
must be provided for some form of insulation to protect and maintain a reason- 
able supply of mortgage money available at reasonable rates in spite of the 
need of monetary controls for other purposes.” 


It would seem to us that the policies of the proposed central mortgage bank, 
the Federal Home Loan Banks, and the Federal Reserve Board, as Federal 
agencies, should all be coordinatedand not be working at cross purposes. If they 
would all work in concert and at the right time, there would no longer be the de- 
lays between the point of tryingto put the brakes on the economy and the time the 
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